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IN THE MATTER OF 
3 F  ARIZONA E L E ~ ~ ~ ~  
COOPERATIVE, TNC. F 
[NCREASE. 

N THE MATTER 
OF SOUTHWEST T 
ZOOPERATlVE, IN 
[NCREASE. 

, E-01 773A-04-0528 

CKET NO. E-041 O@A-@4;0527 

G BRIEF OF MOIWVE 
~ ~ A ~ ~ V E ,  INC. 

Mohave Electric C o o p ~ r a t ~ ~ e ,  Inc. ~ ~ $ e s  its Post-Hearing Brief in the 

above-captioned matter. 

A. Mohave's ~ Q s i ~ i ~ ~  

Mohave is one of six Class A e ~ b e r s  of A r i ~ o  l ~ c t r ~ c  Power Cooperative, 

Inc. ("AEPCO ") and Sout 

submission of the present ~ ~ ~ ~ ~ c a t ~ o n ~  for rate Increase, 

Members, for the increase in revenue requ~reme~ts reco 

doing so, Mohave had the expectation t h a ~  

implemented consistent with: existing contracts 

Commission ("ACC" or "Commission") rate-maki 

have caused the ACC and AEP 

revenue requirements. 

erative, Inc. ("SWTCO''). Prior to 

ohave voted, along with the other 

AEPCO staff. However, in 

y r e c o v ~ ~  o f  increased revenues would be 

reements, trad~tiona~ Arizona Corporation 

the ~ff~erlying concepts that 

to suppo~  a 15.44% phased increase in power supply 
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Unfortunately, the ACC staff di er basic differences between the all- 

ping their recommendations. This is .equirements and p ~ i a l - r e  

why Mohave believes it is important to make the Co~mi§§ion of the f u n d ~ e n t a l  

~ E ~ D A T I ~ N §  

Ily requests the 

Clommission’s Decision an 

1. 

2. 

3. 

4. 

5. 

6. 

1. 

Approve a 12.44 YO incre 
rates to become effective ~ ~ ~ m e d l a ~ e l ~ .  

a 19.45% increase in SWTGO 

ent increases for AEPCO, but do 
submits to the Commission and 

emonstrating that the rate 
increases are necess 

4 increases for SWTCO, but 
bmits relevant financial 

embers demon st rat in^ that the 
to meet its tinancial obligations. 

Require both AEPGO 
March 31,2006. 

e an Equity lmprovement Analysis by 

Require AEPCO to file a rate case six ~ ~ n t h s  
Electric Cooperative  sulphur Sp~ings”) 

~ ~ p h u r  Springs Valley 
ed a full year as a partial 

”) . 

M’) requirement, that each 
ograrn and not be subject to 

AEPCO’s direction. 

The foregoing rec Q ~ S  are p re~ i sed  upon the following concerns: 

The partial requirements embers of AEPC e improperly allocated a 

lortion of the approximately $4.56 million a ~ ~ i t i ~ n a l  reven uirement associated with 
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ichieving financial goals for which p 

lot responsible and will not 

u i r ~ m ~ n t s  members and their retail customers are 

2. The Commission will not add 's rate design issue under the mistaken 

The ~ o ~ ~ i s s ~ ~ ~  additional phased increases 

related to equity growth should 

when in fact none may be ~ e q ~ ~  

articular financial result 

overy of changes that 

;onstitUte a significant portion 

-evenue requirements if not 

he proper allocation of 

erati\ es. Typically, a 

to serve the total ;eneration and tra~isniissioti e 

3ower supply requirements 

mne power supply obligati 

Electric Cooperative and S 

members (ARM) to partial requirements members ( 

3pproximately 65% of the 

3ttached). 

does not have the 

e six members - Mohave 

ese two members reflect 

This has very impo~ant ~mplications for in its role as wholesale power 

supplier. AEPCO does not have to plan for serving nor does it have responsibility to serve the 

load growth of the partial d S ~ ~ ~ h u r  Springs have an 

' ACC staff is proposing an j n c r ~ a ~ ~  of$l~9~2,45 1 because stafl'is ignoring non-operating income in 
the calculation of coverage rat 
equity of $1.3 million for each 
adjustments is $4.56 million. This total amount will flow t ~ r ~ u g h  to earnings to increase equity. 

Phase I1 and Phase IT1 increase to build 
u~r~ment associated with these 
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allocation of existing AEPG 

growth in excess ofthe cap 

no responsibility to provide resources for serving 

AEPCO resources, AEP 

serve approximately 65% 

wn arrangements to serve load 

d to them. Because AEPCO has 

ents in excess of the allocated 

ts associated with new resources to 

The ACC staff is r e c o ~ ~ ~ e n d ~ n ~ ,  e AEPCO staff is supporting, an 

increase in revenue requ 

fufure plant additions 

disconnect between the historical test year rate- 

this future test year rat 

customer who will not cause, and is not ~ l ~ o w e ~  to 

revenue responsibility for that event. 

n financial stability to finance 

r a moment the complete 

~ ~ ~ ~ e d  by the Commission and 

to the fairness of requiring a 

e future event to have 

One of the j u ~ t ~ ~ ~ c a t i o n s  for the ACC ~roposed increase in equity is to make certain 

that AEPCO has access to e 

resources. This has an annu 

allocated revenue r e s ~ o ~ s i b i l ~  

assign revenue responsibility for assets that are not use 

customer is inconsistent wi 

to allowing the allocation 

such as Mohave, there sh 

and useful in serving the PR 

supply projects which ~ o ~ a ~ e  i s  n 

implementing the strategy is inconsistent with sound r a t e - ~ ~ i n ~  policy. The record in this 

proceeding is completely void of 

~ u ~ u r ~  power supply 

~ ~ e ~ e r ,  a PRM should not be 

ectives for assets the PRM will not use. To 

u s e ~ u ~  in ~ r o ~ i d i n g  service to a 

ith public policy. Prior 

ture event to a PRM 

assets will be used 

. Clearly a strategy to build equity in order to finance future power 

to use and expect Mohave or any PRM to pay for 

y data re~ating ~uture capital needs required to serve a PRM. 
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\Jo financial forecast has been presented show in^ total forecasted capital needs and the ARM and 

'RM responsibility for an 

This assumes of course that the ~cate  has been established for 

uity. The testimony establishes the mplementing the revenue re 

'ollowing facts: 

1 . There is IZO fiwcccrsf of f ~ ~ f ~ ~ r ~  ~~~~~s~ 

Transcript, p 

Q. fMr. Grant) Mr. 

Cooperatives of an E 

and the C o o ~ e r a t i ~ e ~  

Improvement Pian allow you to focus on a \I 

attempt to come up with an in 

particular c o o p e r ~ t ~ ~ e .  

that ~ ~ ~ ~ ~ e s t i o ! y  . . , . Does an Equity 
. 

may be more fitted to a 

A. (Mr. Edwards) 1 believe it w o ~ ~  

. . .  

Q. But Mr. Edwards, just very briefly, and uestion, Ms. Rodda had 

discussed a few factors wi 

equity level for a 

look at those factors and a lot of other factors to try to reach a more accurate 

indication of what an appropr~a~e equity level woul e for either AEPCO or 

Southwest or b ~ t ~ ?  

lrnprovement Plan 

A. It should. 

2. 
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Q. (Mr. Sabo) And ~~u repared a study of G T e q u i ~  ratios as part of your 

testimony, is that correct? 

A. (Mr. Edwards) Yes. 

Q. And that stu 

A. That is correct. 

Q. And that study shows that the 

KE-I to your testimony, is that right? 

io is 13.22 percent €or the 

most recent year li 

A. Yes, and that was 

Transcript, page 76, lines 9- $9. 

ree to grant a loan, they will not 

ey don’t say, “Well, you’re a bad 

credit risk, for you it’s LO 

four percent.”? 

you, you‘re a goo 

Transcript, page 72, line 21-page 73, line 12. 

Q. (Mr. Leonetti) , . . . I’m r e t u ~ i n ~  to a previous question I asked about the 

concept of overqu 

recall, advised that you could not tell us  in^ more than the minimum 

requirements for 

TIER and DSC ratings. You, if I 

in other testimony a short time ago you 
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defined that - and ~ o r ~ ~ ~ ~ e  me i f1  don’t recall this perfectly - that you don’t 

discriminate on the 

A. (Mr. Edwards) We do not - n the p ~ c i n g  of a I an SO far as its interest rate, 

we do not d i s c r i ~ ~ ~ n a t e ~  like ers. And particularly in the public 

markets, the rating sign a rating to a particular company, 

it’s extraordinarily im o ~ t ~ i ~  because it 

of funds to be. 

you can expect your cost 

Q. (ALJ Jane Rod uity, t~ough, would they get better 

rates from CFC? 

A. (Mr. Edwar at’s ing. Staff had suggested, in its testimony, 

one of the poiiits t at a tow ratio was a problem for was that the 

higher the debt cost - you w o u ~ ~  have hig st, as a result of a low 

equity ratio, for new l s ~ u ~ ~ c e s .  Neither the US nor CFC discriminate in 

pricing credit on that asis. So, you k ~ ~ ~ ,  to a large extent, it’s a binary 

question, either you make a loan or you on’t - We have never, you 

know, had to price t 

5.  

Transcript, page 65, line I 1 -p 

Q. (ALJ Jane Rodda) Is that -- C 

Staff calculates the DSC? 

you tell, is that calculation based on the way 
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A. (Mr. Edwards) I believe, by the way it’s ~ e s c r i b e ~ ,  it is. It’s described here as 

R, w ~ i c ~ i  does not include the 

miscellaneous revenues. 

Q. Right. But you all incl ous revenues so that under your 

calculations the 

A. 1 have not do at things on a net basis for 

to look at things on 

d, in support of this case, 

the company’s net p o ~ i ~ ~ ~ n .  

Transcript, page 67, lines 15-25: 

Q. (Mi-. Curtis) Yes. er, you ~ o ~ ’ t  need to fallow Staff-s methodology in 

deriving these nets that you just 

right? 

S fot-muta, is that 

A. (Mr E d ~ ~ a r d s ) ~ h  

. . .  

Q. I just want to know, which one le 

A. It’s typically the net. 

6. 7;sZe record does ilczdicute that ~ ~ ~ ~ , ~ ( ~  ~ ~ i i ~ ~  be ~~~e fo achieve an e4trity growth ivilhzrf 
the additional rewnue ~ e c { ~ ~ ~ e ~ d e ~ ~  b j- ~t~~ 

uttaf T e s ~ i ~ o n y  of Dirk Minson, page 8, line 1 1 : 

Q. Do you disagree with Mr. Ramirez’ recommendation that AEPCO continue to 

improve its equity position? 
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Not at all. The rates that we pro se would generate $8.2 million in net margins 

on an annual b a ~ ~ ~ ~  

AEPCO’s equity ratio to 30% in eight years. 

is level of margins would build 

The record in this r o c ~ s t e ~  effort to use what little 

evidence exists to establish a rem 

decision. If ten scintilla of data comprise 

offered in support of an add~t~on r e ~ e ~ u ~  r e q u ~ r e ~ ~ i e ~ ~ t  to increase equity is at best two 

gossamers. 

C. The Revenue R ~ ~ ~ i r e r n e n ~  ~ ~ c r e a s ~  

the ACC is expected to make a 

ence, the record in this proceeding 

AEPCO o r ~ ~ i t ~ ~  ly filed for a ~~~~~~e in rates that would produce an additional 

$8.45 million in revenues, or a 9.77% ~ ~ ~ c r e a ~ e .  In rebu 

request to reflect an increase of $9.48 mil~ion in r e ~ e n ~  

primarily a result of a c o ~ e c t i ~ ~  to re 

in the test year pointed out by the AC 

staff, AEPCO agreed to ignore non-operat~n~ i 

increase the revenue r e ¶ u i ~ e ~ e ~ ~  

result of the regulatory review p 

agreed to increase the revenue 

15.44%. This i s  $4.91 rnillio~ o 

the AEPCO board of directors. 

ony, MPCO revised their 

.94% increase This change was 

service for a note that should have been included 

to other issues raised by ACC 

ion of coverage ratios and to 

ect equity objectives. As a 

have recommended and 

ers by $13.36 million, or 

equested and presented to 

The situation is much the same for S he original filing reflected a change 

in Network Transmission Service d S ~ s t e ~  Control & ~ i ~ p a t c ~ i n g  (the cost of transmission 

service €or the AEPCO Member systems). The impact on the Class A Members was originally 

$3.2 million. After tiling rebutt and rejoinder e 

an additional $1.7 million incre 

its, the increase is now $3.27 million, with 

ctive ~~~~~ 1,2006, another $24 1,000 to be 

-9- 
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effective July 1,2006, and yet another $243,000 to be effective July 1, 2007. The overall increase 

for transmission service assu e SWTCO request is $5.4 million, or 

32.2%. Tn other words, the proposed increas s now 65% more than originally 

requested. 

ue r~quirement proposed by AEPCO staff and 

ACC staff, the total cost o 

$50.61/MWh to $59.83 

month residential user, th 

$92.30 per year. This C 

the retail customers sewed 

D. A E P C O i ~ ~ ~  e Proposed AEPCO And 

eter will increase from 

23% increase. Assuming a 750 kWh per 

tering with 10% losses is $7.69 per month or 

ave a significant impact on 

SWTCORa~eInc~ease. 

ve ~ ~ ~ ~ e r s t a t e d  the impact of this increase to the 

Commission. Mr Grant 

“However, it is still a 

consumer using 750 

current rejoinder requ~sts whic 

estimate the AEPCO gener~tton re 

~ e ~ u e s t .  FOP the a~gragg residential 

, taking into account our 

d~scribe in Just a moment, we 

this year produce 

i l l   increase^ and the Southwest 

Transmission case this year woul 

in~rease.’~ (Transcript 

uce a b o ~ t  a $1.45 bill 

The total impact b entation is $5.15 per month. Based on 

ge of $7.69 per month for a 750 data from this proceeding, the total increase will b 

kWh retail customer, or 49% more than represen e$ Schedule B-1, page 5. The 

impact will vary depending on t e d i s ~ r i b ~ t i o ~  wires losses. Assuming a 6% loss, the impact is 

-10- 
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$7.36 per month. The ~ m p o ~ a n t  point is that impac~ ne 

because it is the retail GUS~O 

s to be measured at the retail level 

Mr. Grant also has crease assoc~ated with the additional 3% 

increase. 

uest translates to about I 3 mills per kWh on 

AEPCO’s generation rate. So the a ~ e r a ~ e  resi ential cus to~e r  impact in two 

e about 10 cents per month.” 

(Transcr~pt page 2 I, lines 1-5) 

The actual value assuming 750 kWh 0.0013~Wli increase is 

$0.975 per month If consi 

assuming 10% losses the value 1s 

60/0 losses the value is $I .04 per 

When questio~ed 

easured at the retail level, and 

-1 0, page 3) and assuming 

pact of the AEPCO Phase 11 and Phase 

111 rate adjustments presented in rejo~nde 

Q. Mr. Minson, can you estimate 

1.5, on the average resi ential c u s t o ~ e r ~  

A. Right. Effectively, the two 1.5 percent  creases is 
hour. And that would add, on the g e n e ~ a t ~ o ~  side, 

1.3 mills per kilowatt 

10 cents a month for a 

avera~e user of 75 k ~ ~ o ~ ~ ~  hours per month. (Transcript page 

IS correct in that the lmpact o e two AEPCO 1.50/;, increases is 

approximately 1.3 mill i~ference between the impact measured at 

the wholesale vs. the retail level, Mr. Minson’s estimate of $ 0 . ~ O ~  3lkWh for a 750 kwhlmonth 

customer should be $0.975 per mon 

Phase I1 and IU equity grow 

. Even if we  ore t 

han $0. IO per month. His impact analysis of the 

k s~bstantial~y. If the analysis considers that the 

-11- 
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-etail customer is paying b 

xstomer is more likely in 

on r e t a ~ ~  cost and not who~esale cost, the impact on the retail 

er month, or $13 per year. 

Unfortunately, Mr. Minson makes the same e r when he characterizes the impact 

3f the SWTCO increase. 

Q. Mr. Minson, can you e s t ~ ~ ~ ~ e  for 

impact of the additional three per 

requested? 

d the Commission what is the 

0-year time frame being 

A. The three percent, ~ e n e r a ~ e  0.3 niils per kilowatt hour, or roughly 

two cents a month, again, going back to that 

kilowatt hours per 

e customer that uses 750 

Assuming an incre eve1 and a 750 kWh 

monthly usage, the impact is $0. 

Mohave r e c ~ ~ ~ ~  d at both the AEPCO and 

ponent, particularly for SWTCO level. At issue for Mohave, as a 

AEPCO. Because AEPCO doe new power supply resources 

for Mohave, Mohave does not believe its r ~ t ~ i ~  cLis~o~ers s ~ o u ~ d  have responsibility for equity 

growth. Mohave does not want the ~ommlssion to approve t e a~~ocation of equity growth 

component of the revenue requirement thinking that ct is only pennies. 

Schedule B- 1 .O hereto provide a more detailed analysis of the 

impact given AEPCO's current rate design proposal. T e impact is slightly different for each of 

the ARM. The impact is greater for Mohave than any of the 

average increase for the AEPCU pro 

compared to 13% for the average APM. (See Sche ule B-1 .O, page 3) The analysis also shows 

the cost component associated with the Phase 2 md Phase 3 for AEPCO and the Phase 3 and 

Phase 4 for SWTCO. 

systems. For example, the 

in~lud~ng all phases is 20.37% for Mohave as 

-12- 
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E. The Misrepresent~tion act Is P a ~ i c u ~ a r ~ y  Egregious Given The 
Lack Of ~ u s t o ~ e r  trn ided By Staff Witness Ramirez. 

Staff witness Ramirez recommended that customer impact be considered in 

leveloping a financial plan to achieve a particular equity level. In his surrebuttal testimony, Mr. 

Ramirez states: 

However, it is Staffs 

to move toward a sound ~ n a ~ ~ i a ~  position while also taking into 

account the rat 

Alejandro Ramirez, page 5)  

's rates shou~d be sufficient 

3, ~ ~ r r e ~ u ~ a ~  Testimony of 

Unfortuna~e~y Mr. no such ratepayer impact analysis in 

leveloping his recommen~at~o~s.  

Q. (Mr. Curtis) Do you know how t ~ h o ~ e s a ~ e  rates compare with 

rates charged by ot er u t ~ ~ ~ t ~ e ~  for s i m ~ ~ ~  service? 

A. (Mr. Ramirez) No, 1 do not. 

Q. Do you know how the AEPCO who~esaie rate, is service at primary 

voltage, compares with service at  ma^ or transmission voltages charged by 

IOUs in the area of A ~ ~ ~ o n a ~  

A. No, I do not. 

Q. Do you know how t er retail rates - the distribution cooperative rates 

of AEPCO compare with the retail rates arged by the other utilities in the 

area? 

A. No, 1 do not. ( T r ~ s c r i p t ~  age 236, line 19-page 237, line 2) 

There is no analysis of the impact on the retail c u ~ t o ~ e r s  served by the AEPCO 

nembers, and there is no analysis to de te r~ ine  the ext the proposed rates may result 

m the Member retail rates being ~ i o n - ~ o  

.he base component based on a historical test year with equity component based on some 

y ignoring the impact of compounding both 

-11- 
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anticipated future events, the staff could unkn 

realize the financial stability t ey are see~ing. 

pressure at the retail level can cause a decrease in the 

position. The impact will be e~acerbated when the total equity growth component is assigned to 

ARM 

gly make it more difficult for AEPCO to 

competitive retail rates and increased rate 

rate and a deterioration of the equity 

Whereas, Mr. R 

recommendation may have on 

of his recommendations. This leav 

consider a staff recommendation without  nowi in^ the i 

distribution cooperative or ~ n ~ r ~  im ~ ~ a n t ~ y  on the retail customer served by the cooperative. 

The attached Schedule B-1 .0 page 5 analysis shows that t e impact on the 750 kWh retail 

customer is significant. 

F. There Is No Basis 

o ~ a n c e  of ~ v a ~ u a t ~ n ~  the impact his 

no customer impact analysis in support 

in the u n ~ o ~ ~ n a t e  position of having to 

act of the recommendatlon on the 

roving $1.96 Million Of The Proposed 
~ ~ a n c i a l  Objectives Based On Operating Rate Increase 

Income Rathe 

The record in this case is unique in that a portion of the ACC staff recommended 

rate increase is related to t e c ~ ~ ~  c o ~ e r ~ e  ratios. The coverage ratios are based 

on requirements imposed by the lender. However, the niethod used by the ACC staff to compute 

the coverage is inconsistent wi used by the very lenders the staff references as 

requiring the coverage. The 

approximately $1.96 million. 

e of the non-operating income of 

The staffs rationa~e for i~noring the non-operating income is that they are required 

to deal with only operating ~ c t i v i t ~ ~ s  and are r e q ~ i ~ e d  to ignore non-operating activities in 

establishing revenue requirements. Apparently, cons~stency with r e ~ u ~ a t ~ ~  standards applies to 

certain elements of the rate proceeding but not others. For example, the ACC staff is more than 

-14- 
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d i n g  to establish revenue requ~re~ents  based on events not only outside the test year but 

:vents not documented or i ~ c ~ u  

One possible rationale for accepting the ACC staff position in the AEPCO 

roceeding is that the non-operat~ng lncome which t e staff elects to ignore will in fact exist, it 

will be another source of c 

neeting its equity goals. Unfo~unately, the equity contri ution will not benefit Mohave because 

vlohave does not have access to 

ion-operating income may 

ute to an increase in equity and contribute to 

sets that will he financed by the equity. Therefore, ignoring 

but will not benefit Mohave. For that reason 

he margins used to establish Mohave’s rates shou~d 

xovide coverage of debt service an not include any other revenue components that will 

:ontribute to building equity to finance ~ ~ t u r e  assets for will not benefit. 

>. Mohave Should Not itional Revenue 

ased on total income available to 

Requirement As$oc~ 

There are three re 

he equity growth component of the revenue r 

o ~ ~ d  not be allocated any responsibility for 

t. Two have already been discussed: 

1 .  The future equi ulre~ents  are driven by the need to have access to debt 

capital to finance future power supply require ents. Mohave as a PRM is not 

allowed to use these resources and therefore should not be assigned any cost 

responsibility. 

Whereas the Staff seems c o m ~ e ~ l ~ d  to c o r n ~ l ~  with ACC rate-making principles 

for certain elements of the revenue ~ e q u ~ r e ~ e n ~  ~exc~usion of non-operating 

income) they ignore. r a t e - r n ~ i n ~  principles associated with test year cost concepts 

and rates based on known and measurable a d j u s ~ e n t s  that are of a continuing 

2. 

nature. 

The lenders have i~dicated that the S 

excessive as compared to other 

3. s 30% equity is not appropriate. It is 

Ts similarly situated. They have indicated that 

-15- 



I 1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0  

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

I 

~ 

25 

it is not their re ~~irement that AEPGO achieve a 30% equity in order to obtain 

additional ~ n a n ~ ~ n g .  

Ignoring for a moment these fundamental issu~s, a reasonable question is what 

vould be the results if the ~ o ~ ~ ~ s s i o n   appro^^ AEPGO’s original rate request or the impact 

issuming the rate increase r 

Codda (the “ALJ”) asked Mr. Minson: 

o ~ ~ t ~ o n  Administrative Law Judge Jane 

Q. Under your r e j o i n ~ ~ r  pos~tion in ter s of your revenue request, how much - 

icate how much equity you’re going to be building 

in the next five years or so? 

A. I haven’t looked at t 

developing a financ 

As a result of switc 

longer than what it 

we’re doing now. (Transcript, age 146, lines 7-1 7) 

e’re rn the thralls of doing - 

ave been for the last nine months. 

en US a little bit 

ial forecast, and that’s what 

However, in rebuttal t es t~mo~y 

)e expected with regard to increase in e q u i ~ .  

er an opinion as to what would 

Q. Do you disagree with Mr. amirez’ recornmen ation that AEPCO continue to 

improve equity position? 

A. Not at all. The rates we pro ~enerate $8.2 rnillion in net margins on 

an annual basis. Absent other changes, this level of margins would build 

AEPCO’s equity ratio to 30% in about eight years. (AEPCO-2, Rebuttal 

Testimony of Dirk inson, page 8, line 11) 

It is not clear why Mr. Minson did not refer to is analysis that was the basis for 

his comments in his rebuttal testimo~y when respond~~g to the ALJ. However, it is important to 

note that the rejoinder position will ~roduce greater margins than the original rate proposal; 
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herefore, it is reasonable to assume that the 30% e q u ~ ~  level will be achieved even sooner than 

:ight years. 

The important point is that AEPCO and S TCO will have load growth that will 

iroduce additional revenue an argii~s. 'There is no evidence to support the need for 

dditional revenue to support equity growth. A ~ ~ ~ e n t ~ y  Mr.  inso on's own analysis showed that 

he originally requested rates were more than s ~ f ~ c ~ e n t .  At urn, Mohave as a PRM 

;hould not be allocated my of ility. The   om mission should also seriously 

:onsider all the implications of develop in^ e~ui ty  ~ r o ~ h  r e c ~ ~ ~ e n d a t ~ o n s  for a G&T that is not 

.esponsible for new resources 

'RMs. 

H. AEPCO SHOULD NOT ICE OF DSM ACTIVITIES. 

s e ~ e  65% Q ~ ~ ~ e  c u ~ ~ n t  mber load since that load is now 

While the e ~ ~ i ~ r  st ~ndlcated that AEPCO was to have control in 

2hoosing DSM programs, the issue was clarified by t 

md Ms. Keene at page 2 12, ~ 1 ~ ~ s  9-20 of the 

low in^ exchmge between Mr. Curtis 

ing transcript: 

rogram, I believe all of us agree that it ought to Q. But to the extent 

be able to recover the cost? 

A. Ofcourse. 

Q. But to the extent that distribution coops don't want to be under the terms of the 

AEPCO DSM, should those ~istribut~on cooperatives be required to pay any extra 

costs to AEPCO? 

A. if they're not participating in those ~ r o g r a ~ s ,  no. They should participate on their 

own, then, and would recover those costs if the mechanism is established for them. 
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[. CONCLUSION 

ove obse~ations, ohave requests that the Commission take the 

2llowing actions: 

1. Approve a 12. 4 % increase in AEPC 

rates to b e ~ o n ~ e  

Conditionally authorize the p~-ospective 1.5 e rce~ t  increases for AEPCO, but do 

rates and a 19.45% increase in SWTCO 

2. 

into effect ~ n ~ e s s  AEPCO submits to the Commission and 

AEPCO's ~ e n ~ b e r ~ ,  relev 

increases are necessary to achieve a 

AEPCO Board of 

Exhi bit A) 

~ ~ i a ~ ~ l ~ ~  ~nformation demonstrating that the rate 

atio of 1 .Q. See, copy of 

assed on April 22,2005 attached hereto as 

3. Conditionally authorize the prosp 4 increases for SWTCO, but 

to go into effe ess SWTCO submits relevant financial 

information to the Commission 

increases are in fact necessary t 

embers demonstrating that the 

meet its financial obligations. 

4. Both AEPCO and S should be ordered to provide an Equity Improvement 

Analysis by March 3 1,2006 which shall inc 

a. An analysis of the benefits, if any, that P 

position of AEP 0 respectively; 

tain by improving the equity 

b. An analysis of the benefits which the AR s obtain by improving the equity 

position of AEPCO and SWTCO respectively and of the optimum equity level 

to obtain such benefits; 

c. An analysis of methods other than rate increases for increasing equity; and 
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5 .  

6. 

d. A con side ratio^ of pos~ ib~e  m 

growth of 

ods to permit future borrowings to meet load 

ased ~ p o n  the equity of those ARMS that benefit from 

the borrowing. 

Require AEPSO to file a rate case six months after Sulphur Springs has completed 

a full year as a 

Provide that in any DSM r ~ ~ ~ i r e ~ ~ n t ~  that eac i s t r i~~t ion  cooperatives be 

responsible for its own not be s u b j ~ ~ t  to AEPCO’s direction or 

control. 

DATED this 9”’ day of May, 20 

TIS, GOODWTN, SULLIVAN, 
SCHWAB, P.L.C 

By: 

A t t o ~ ~ y ~  for Mohave Electric 
Cooperative, Inc. 

PR F RND C E ~ T I F I C A T ~  OF MAILING 

I hereby certify 
to be served on the Arizona 
copies of the above to: 

is 9th day of May, 005,1 caused the foregoing document 
elivering the original and fifteen (15) 

Docket Control 
Arizona Corporation SommiSsion 
1200 West Washington 
Phoenix, Arizona 85007 
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Copies of the foregoing were hand de~ivered/mai~~d 
:his q&\ day of May, 2005 to: 

I 22 

Ernest Johnson 
Arizona Corporation Commission 
Director of Utilities 
1200 W. Washington 
Phoenix, AZ 85007 

I 23 

Tim Sabo 
Arizona Corporation Commission 
1200 W. Washington 
Phoenix, AZ 85007 

I 24 

Jane Rodda 
Arizona Corporation Commission 
400 West Congress 
Tucson, AZ 85701-1347 

25 

Michael M. Grant, Esq. 
Todd C. Wiley, Esq. 
Gallagher & Kennedy 
2575 East Camelback Road 
1 1 th Floor 
Phoenix, AZ 85016 

Christopher Hitchcock, Esq. 
Law Offices of Chrjstopher ~ ~ i ~ ~ ~ c o c k ,  
P.O. Box AT 
Bisbee, Arizona 85603-01 15 
Attorneys for SSVEC 

John T. Leonetti 
HC 70 Box 4003 
Sahuarita, Arizona 85629 

F:\1234!-21-2-1 (&CO SWTC rate inc)\Closing Brie&clean)v.3).doc 
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I ‘  

ARIZONA ELECTRIC POWER COOPERATIVE, INC, 

l e  following Resolution was adopted at ~l special meeting of the Board of Directors of Arizona 
Ilectric Power Cooperative, Inc. (AEPCO), held in Benson, Arizona on April 22,2005. 

R E S O L U T I O N  

WHEREAS, ihekfanagement ofArizonaEleciric POMW Cooperative, Inc. (‘AEPCO) 
has presented additional tnfomation zo the Directors pertaining to incremental 
increases in AEPCO Clam A Member revenue in two phases beyond the initial rate 
adjustment cuwmtiy being considered by the Arizona Corporation Cornmission 
(ACC); and 

MIEREAS, the inereuse in revenue is in response to the ACCstaTs concern about 
AEPCO’s fiture debt and the abiltty zo generate suJ2cient operutins revenue to 
p d u c e  an adequate Debt Service Coverage h f l o  (DSCR) given AEPCO’s 
increasing principal paytnents over the next several years; and 

WHEREAS, Management ha5 prepared and reviewed with the Directors certain 
financial and rate schedules depicting the two phased menue increases of 1.1 
percent each scheduled for July I ,  2006 and July I, 2007 and amomfing io an 
estimated increase of approximately 81.3 million each; 

NOW, TljlEREFORE %EITKESOLJ%D, tha? the Board of Direcrors ofArizona 
Electric Power Cooperative, Inc., hereby confirms its approval of rhe 12.44percent 
increase intended lo become egecttve In 200s. Additionally, the ABPCO Board of 
Directors suppopts the 1.5percent increases in July 2006 andJirly 2007, However, 
the AEPCO BoardofDirecfors requests that the @“ective rate orderprovide that fhe 
1.5 percent increases will only be enacted after a submitrgl by A P C O  of relevant 

.financial information to the ACCpriar to the scheduled Increases, and only if this 
information demonstrates that the rate increases ore necessary to achieve a Debt 
Service Coverage Ratio of I ,  0. The DSCR shall be calculured based upon earnings 
befbre interest on long term debt, AEPCO stafl Is instructed to submit aN such 
financial information to the Board-fir approvalprior io its submission ro h e  ACC. 

[, Lyn R, Opallca, do hereby cu-t i f j  that I m Secretary of AEPCO, and that the foregoing is 8 true 

and correct copy of the Resolution adopted by the Board of Directors at a special meetlng held on 
April 22,2005. 

Secretary 


